The purpose of this paper is to explore whether asset impairment loss as stipulated in International Accounting Standards (IAS) No. 36 provides an opportunity for finance industry to engage in earnings management, and whether corporate governance mechanism can deter such behavior. Using a sample of Taiwan finance industry, our results show that the amounts of asset impairment losses are related to "income smoothing" incentive rather than "big bath" motive. We also find that directors/managers recognize asset impairment losses basing on self-interest consideration and corporate governance mechanism have significant effect on asset impairment decision. The result also shows that financial holding company recognizes less asset impairment losses than non-financial-holding financial institution. Our conclusions are robust to different model specification, and are free from multicollinearity and outliers effects. This study contributes to understand the asset impairment behavior of finance industry and the behavior differences between financial holding company and nonfinancial-holding financial institution.
Introduction
The purpose of this paper is to explore whether asset impairment loss as stipulated in International Accounting Standards (IAS) No. 36 provides an opportunity for finance industry to engage in earnings management, and whether corporate governance mechanism can deter such behaviors. In addition, Taiwan encourages financial institutions to engage in acquisition or merger transactions to set up financial holding companies. This offer an opportunity to investigate whether there exist significant difference on asset impairment behavior between financial holding company and non-financial-holding financial institution.
The European Union (EU) required that companies listed in the EU prepare financial reports in accordance with the International Financial Reporting Standards (IFRS) starting in 2005. Since then, many countries announced similar requirements. For example, South Korea announced that, starting in 2011, all listed companies in South Korea would be required to prepare financial reports in accordance with IFRS. Japan and Taiwan adopted a similar policy. However, the quality of financial reporting is still determined by, among others, management incentives, legal systems and corporate governance (Ball & Wu, 2003; Leuz, 2003; Schipper, 2005) . IAS No. 36 and Taiwan"s SFAS No. 35 provide a setting for examining whether the impairment loss provides an earning management opportunity and whether an effective corporate governance mechanism can mitigate such behavior. Extant research tends to use aggregate measures, such as timeliness, conservatism (Ball & Wu, 2003) , or discretionary accruals (Dechow, Sloan, & Sweeney, 1995) for empirical investigation. Our study supplements this line of research by focusing on the implementation of a particular financial reporting standard whereby policy implications with respect to an accounting issue can be more clearly drawn. As to corporate governance, focusing on a single standard may help members of board of directors or audit committee members identify accounting issues for special scrutiny.
Using a sample of Taiwan finance industry sample, our results show that the amounts of asset impairment losses are related to "income smoothing" motivation 7 rather than "big bath" motivation 8 . We also find that directors/managers recognize asset impairment losses basing on self-interest consideration and corporate governance mechanism have significant effect on asset impairment decision. The result also shows that financial holding company recognizes less asset impairment losses than nonfinancial-holding financial institution. Our conclusions are robust to different model specification, and are free from multicollinearity and outliers effects. 7 A firm with unexpectedly high earnings performance has incentive to recognize a large amount of impairment loss to smooth out earnings. 8 A firm with unexpectedly poor earnings performance has incentive to write-down the impaired assets to improve the financial performance in the future. This paper makes three contributions to the literature. First, previous literature generally use manufacturing firms as the sample, there is scarce evidence about the asset impairment behavior of finance industry. This paper helps to understand the asset impairment behavior in such industry. Second, this study compares the behavior differences between financial holding company and non-financial-holding financial institution and fills the gap in the related literature. Third, findings show that corporate governance mechanisms have effects on firms" asset impairment decisions. This offers policy implication.
The remainder of this paper is organized as follows. The next section reviews the prior literature. Section 3 develops research hypotheses. Section 4 describes research design, including sample, variable measurement and empirical models. Section 5 reports the results. The final section is discussion and conclusion.
Literature review
Two strands of research are related to assets impairment. One examines market reactions to the announcement of the asset impairment loss. Another strand of research investigates the motivations of firms recognizing an impairment loss. Empirical findings are mixed in the first strand. For example, Francis, Hanna, and Vincent (1996) find that announcement of an impairment loss conveys information about decreases in economic values of assets. However, Strong and Meyer (1987) find negative average cumulative abnormal returns around the impairment announcement date, but the negative returns are reversed in six days after the impairment announcement. Finally, some studies do not find market reactions to be significant (Hogan & Jeter, 1998; Zucca & Campbell, 1992) .
Subsequent studies have attempted to improve research design to resolve the inconsistent findings. Bunsis (1997) partitions the write-offs based on how the events underlying the write-off are expected to affect cash flows: decreasing, increasing or no effect on future cash flows. The results show that the market reacts negatively (positively) to events that are expected to decrease (increase) expected future cash flows. Alciatore, Easton, and Spear (2000) examine the case of the fall in oil and gas prices in late 1985 and early 1986. They find no significant correlation between the write-down amounts and contemporaneous returns because write-downs tend to be reported after the associated decline in share prices--the market already knew at least some of the information implicit in the write-down amounts. Collins and Henning (2004) argue that many studies document associations between poor earnings performance for the firm as a whole and subsequent write-downs of only certain assets of the firm, which is indirect evidence. They examine the context of write-downs accompanying segment divestitures. Results show that the write-down magnitude is strongly associated with segment earnings declines, with earlier declines in segment earnings more heavily weighted in write-down measurement than more recent declines.
The second line of research focuses on the motivations of firms that recognize an impairment loss. Francis, Hanna, and Vincent (1996) examine factors driving write-down decisions during 1989-1992 that predate SFAS No.121 and find that the decisions can be accounted for by both impairment and manipulation factors. Loh and Tan (2002) examine firm-specific and macro-economic factors that are likely to influence the asset write-off decision in Singapore. They find that macroeconomic factors, such as unemployment rate, GDP growth rate and occupancy rate of properties, and firm-specific factors, including profitability and a change of board chairman, are the determinants. Elliott and Shaw (1988) and Strong and Meyer (1987) indicate that write-off decision is associated with manager"s incentives.
Rees, Gill, and Gore (1996) find that abnormal accruals in the year of the asset write-down are significantly negative; however, the abnormal accruals in the write-down year do not reverse in subsequent years, suggesting that the firms have experienced a permanent shift in their accrual balances in the write-down year. The authors argue that managers provide credible signals to investors regarding future firm performance. Riedl (2004) contrasts the characteristics of write-offs reported prior versus subsequent to the issuance of SFAS No.121. Empirical results reveal that economic factors have a weaker association with write-offs relative to that between "big bath" reporting behavior and write-offs. In addition, this "big bath" reporting behavior more likely reflects opportunistic reporting by managers than the provision of their private information. Overall, the results suggest that the reporting quality of write-offs under SFAS No.121 has decreased.
Empirical studies related to assets impairment in Taiwan include Hsieh and Wu (2005) and Chao (2006) . Hsieh and Wu (2005) investigate determinants of the timing and the amount of assets impairment decisions of Taiwan"s SFAS No. 35. They also examine market reactions to impairment announcement. Empirical results show that determinants for early adopters include taking a "big bath" (the reporting motivation) and factors reflecting the accrual-based and cash flow-based recoverability of long-lived assets (operational motivations). The amount of an impairment loss is associated with only reporting motivations (the taking a "big bath" purpose, the income smoothing purpose, and the change in top management) for early adopters. For non-early adopters, the amounts of assets impairment are associated with not only the reporting (income smoothing) but also operational motivations. Market reactions to announcements of an impairment loss reveal that the stock market reacts significantly and negatively to fourth-quarter impairment loss. In addition, the stock market does not react significantly to first-quarter impairment loss. Chao (2006) has a similar finding.
In summary, prior researches do not discuss issues related to the finance industry and the asset impairment behavior difference between financial holding company and non-financial-holding financial institution. Our study could fill this void in the literature by examining the asset impairment decision of finance industry.
On the other hand, to improve the quality of financial reporting, extant research suggests that an effective corporate governance mechanism is helpful. For example, Beasley (1996) finds that outside directors can deter fraudulent financial reporting. Klein (2002) suggests that earnings management tends to decrease with the increase of independent directors. Peasnell, Pope, and Young (2005) find that the likelihood of managers making income-increasing abnormal accruals to avoid reporting losses and negative earnings changes is negatively associated with the proportion of outside directors. But, they do not find such an effect of audit committee. Ng and Tan (2003) present experimental findings that precise standards and effective audit committees are potential substitutes/compensating mechanisms for enhancing auditor effectiveness and financial reporting quality. Agrawal and Knoeber (1999) argue for larger size of boards in firms where information is otherwise difficult to obtain. Adams and Mehran (2002) find that banking firms with larger boards perform better.
Divergence between control right and cash flow right may weaken the monitoring function of financial reports and give managers the power to expropriate the minority shareholders (La Porta, Lopez-de-Silanes, & Shleifer, 1999). In an international context, Ali and Hwang (2000) show that countries with low demand for information from published financial reports tend to employ accounting practices that produce accounting data with low value relevance.
The above findings suggest that corporate governance mechanisms may mitigate the potential consequence of taking advantage of the discretion provided in an accounting standard. We thus examine this conjecture using the asset impairment loss as the research setting.
Research hypotheses
Under IAS No. 36 and Taiwan"s SFAS No. 35, an enterprise should conduct an impairment test for the values of long-lived assets on the balance sheet date. If the carrying amount of a long-lived asset is higher than its recoverable amount, then an impairment loss should be recognized on the income statements instantly. Thus, managers play an important role in judging an impairment loss. Riedl (2004) argues that reporting discretion over write-offs may increase after adoption of SFAS No.121, as the standard"s subjective criteria may enable managers to justify their reporting choices more easily than they could before the standard was adopted. Hsieh and Wu (2005) indicate that firms would early adopt Taiwan"s SFAS No. 35 to recognize large impairment losses in the period of unexpected poor earnings performance to improve future earnings performance or to have the restoration flexibility of impairment losses in the future period. These studies suggest the potential that the provision of reversal may provide an opportunity for earnings management.
Since IAS No. 36 (and Taiwan"s SFAS No.35) involves managers" estimation of parameters, the component of subjectivity during determining amount for recognizing an impairment loss may give rise to an opportunity for earnings management. Income smoothing has been indicated as an explanation for earnings management (e.g., Zucca & Campbell, 1992; Bartov, 1993) . Levitt (1998) further points out "cookie jar" reserves as just such a technique by "overstating sales returns or warranty costs in good times and using those overstatement in bad times to reduce similar charges." Extending Levitt"s argument, it appears that given an opportunity, a firm that recognizes a higher amount of impairment loss when current period"s earnings performance is good (income smoothing) or bad (big bath). We thus posit the following hypotheses:
H1. Ceteris paribus, the amounts of asset impairment losses are associated with "big bath" motivation.
H2. Ceteris paribus, the amounts of asset impairment losses are associated with "earnings smoothing" motivation.
Since the directors"/managers" bonus and firms" share prices are conditional on the earnings of the firm. If directors/managers own high shareholdings, they would lose more if they recognize more asset impairment losses. Based on above arguments, we construct the following hypotheses:
H3A. Ceteris paribus, the percentage of shares owned by managers will be negatively related to the amounts of asset impairment losses.
H3B. Ceteris paribus, the percentage of shares owned by directors will be negatively related to the amounts of asset impairment losses.
As discussed in the literature review, an effective corporate governance mechanism can improve the quality of financial reporting. In the issue of the asset impairment loss, we expect that the "cookie jar" reserve type of earnings management will be deterred by an effective corporate governance mechanism. Based on above discussion, we thus develop the hypothesis as follows:
H4. Ceteris paribus, the difference between control rights and cash flow rights is positively related to the amounts of asset impairment loss.
As for the role of institutional investors, Pound (1988) proposes three different hypotheses about the relationship between the firm"s performance and institutional investors. The three hypotheses are efficient monitoring hypothesis, conflict of interest hypothesis, and strategic alignment hypothesis. Because prior literature about institutional investors got mixed results, we do not specify the direction and construct the hypothesis as follows:
H5. Ceteris paribus, the percentage of shares owned by institutional investors has no relationship with the amounts of asset impairment losses.
In order to improve the operating efficiency and assets quality, Taiwan government encourages financial institutions to engage in acquisition or merger transactions to set up financial holding companies. This offer an opportunity to investigate whether there exist significant difference on asset impairment behavior between financial holding companies and non-financial-holding financial institutions. Based on above discussion, we develop the hypothesis as follows:
H6. Ceteris paribus, the financial holding company would recognize less asset impairment losses than the non-financial-holding financial institution. 9 . After deleting observations missing accounting information need for our analysis, the final sample is 131 observations.
Research design

Sample selection
This paper examines the asset impairment behavior of Taiwan financial industry. Since Taiwan"s SFAS No. 35 was effective for financial statements ended on and after December 31, 2005 and some variables need past one year"s accounting information, our sample period covers 2006 to 2008. The financial data resource comes from Taiwan Economic Journal (TEJ) Database
Empirical models
The empirical model used in this study is as follows:
where, IMP it ：the impairment loss recognized by firm i in year t (reflected as a positive amount) deflated by total assets at the end of period t-1. BATH it ：the proxy for "big bath" motivation, equals to the change in firm i"s pre-write-off earnings from period t-1 to t, divided by total assets at the end of year t-1, when below the median of nonzero negative values of this variable, and 0 otherwise. SMOOTH it ： the proxy for "earnings smoothing" motivation, equals to the change in firm i"s pre-write-off earnings from period t-1 to t, divided by total assets at the end of year t-1, when above the median of nonzero positive values of this variable, and 0 otherwise. 9 TEJ is a company which provides various financial and corporate data commercially. It is the preferred data source of the most researchers in Taiwan.
MANHOLD it ： the percentage of shares owned by firm i"s managers at the end of year t. DIRHOLD it ： the percentage of shares owned by firm i"s directors at the end of year t. DEV it ： the difference between control rights and cash flow rights, equals to the control stockholder"s control rights minus the control stockholder"s cash flow rights. INSTI it ： the percentage of shares owned by institutional investors at the end of year t. D it ： a dummy variable that equals 1 for the financial holding company and 0 otherwise.
△CFO it ：firm i"s changes in operating cash flows from period t-1 to t, divided by total assets at the end of year t-1.
△ROA it ：the percentage change in firm i"s return of total assets from period t-1 to t.
△SALES it ：the percentage change in firm i"s net sales from period t-1 to t. SIZE it ：the logarithm transformation of firm i"s total assets at the end of year t. BTM it-1 ：firm i"s book to market ratio at the end of year t-1, measured by the ratio of book value of the stockholders" equity to the market value of firm i. ε it ：regression residual.
Since the value of the dependent variable in eq. (1) would be a positive number if firm i recognized the impairment loss (reflected as a positive amount) in year t, otherwise it will be zero. It gives rise to a potential of being a censored data. We employ a Tobit regression to investigate the assets impairment decisions of finance industry in addition to the ordinary least squares (OLS) approach.
Following Riedl (2004) , we use BATH to proxy "big bath" motivation. Hypothesis 1 expects that firms recognize the assets impairment loss as a result of big bath incentives. Hypothesis 1 will be supported if β 1 is significantly negative. The variable SMOOTH is used to proxy "earnings smoothing" motivation. β 2 will significantly positive if managers use assets impairment to smooth earnings. Hypothesis 3A and 3B expect that managers/directors recognize the assets impairment loss from the self-interest motivation, as a result, we expect β 3 and β 4 will be significantly negative. From the viewpoint of corporate governance, Hypothesis 4 predicts that β 5 will be significantly positive. As for the role of institutional investors, Pound (1988) proposes three different hypotheses. Thus we do not expect the direction of INSTI (β 6 ).
Referred to prior research, we include △CFO, △ ROA, ΔSALES, SIZE and BTM as control variables. △ CFO represents the net measure of performance, which reflects more of return on investment in the asset, and ΔSALES represents the gross measure of performance, which reflects more of the recoverability of an asset value (Riedl 2004 ). Francis et al. (1996) state that managers will recognize more impairment losses when firm performance is deteriorated than last year, we expect the coefficient of △ ROA will be negative. In addition, the last year"s book to market ratio reflects the possibility for assets impairment, so we include the variable BTM as control variable. Finally, we include SIZE as another control variable. Elliott and Shaw (1988) provide evidence that firms disclosing large asset impairment losses are larger than other firms in their industries. Correlation coefficients are reported in Table 2 . From Pearson correlation coefficients matrix, we find that BATH it is significantly negative correlated with IMP it , consistent with hypothesis H1"s expectation. Table 2 also shows that DEV it has a significantly positive relationship with IMP it and support hypothesis H4. We also find that it is less likely for the financial holding company to recognize asset impairment losses. Overall, Table 2 shows that there is not serious multicollinearity within our research variables. However, we still check the variance inflation factors (VIFs) in subsequent analyses. Table 3 shows the multivariate OLS regression results. 10 11 First, the explanation power of our independent variables is about 47 percent and the empirical model is highly significant. Second, the test 10 The VIF values in the subsequent analyses are all below 10, suggesting that multicollinearity is not a serious concern. 11 To avoid the effect of outliers, we also winsorize all variables at1% and 99% and redo all the tests. The conclusions are still the same. results of our hypotheses are presented as follows. From the empirical results of Table3, we find that the coefficients of BATH it and SMOOTH it are both significantly positive. This means that the amounts of asset impairment losses are related to "income smoothing" motivation rather than "big bath" motivation. The above results support hypothesis H2, but are inconsistent with hypothesis H1. That is, in the period with good performance, managers of finance industry are inclined to recognize more asset impairment losses to smooth the earnings. However, in the period with poor performance, managers would not take a big bath by recognizing more asset impairment losses. We also find that the coefficients of MANHOLD it and DIRHOLD it are both significantly negative (one-tailed). The results mean that when directors/managers own more shareholdings of the firms, they would recognize less asset impairment losses. It may be result from the bonus and share prices are based on the earnings. The additional two corporate governance mechanisms (DEV it and INSTI it ) in table 3 are both significantly negative. β 5 > 0 implies that when the firm"s control right deviates from cash flow right more, the firm will recognize more asset impairment losses, β 6 > 0 means that firms will recognize more asset impairment losses with higher institutional investors" shareholdings. In addition, the coefficient of dummy variable D it is significantly negative, this indicates that the financial holding company recognizes less asset impairment losses than the non-financial-holding financial institution.
Empirical results
Descriptive statistics [Insert
Multivariate results
[Insert TABLE 3 here]
Among the control variables, △CFO it and △ROA it have negative relationship with IMP it and are consistent with previous literature. We also find that BTM it-1 is negatively correlated with asset impairment losses (IMP it ). However, the direction of ΔSALES it and SIZE it are inconsistent with prior research, it may reflect the industry differences between the manufacturing industry and finance industry.
Since the value of the dependent variable in eq. (1) would be a positive number if firm i recognized the impairment loss (reflected as a positive amount) in year t, otherwise it will be zero. It gives rise to a potential of being a censored data. As a result, we also employ a Tobit regression to investigate the assets impairment decisions of finance industry. The results are reported in Table 4 . Generally speaking, the main findings of Table 4 are consistent with those of Table  3 and our Tobit specification is highly significant.
[Insert TABLE 4 here]
First, we find that the coefficients of BATH it and SMOOTH it are both significantly positive again in Table 4 . This means that managers of finance industry recognizing the asset impairment loss base on the "income smoothing" motivation rather than "big bath" motivation. The above results also support hypothesis H2, but are inconsistent with hypothesis H1. That is, in the period with good performance, managers of finance industry recognize more asset impairment losses to smooth the earnings. Second, the 416 two shareholdings variables (MANHOLD it and DIRHOLD it ) are both significantly negative again. Results imply that directors/managers recognizing asset impairment loss base on self-interest consideration. Third, the coefficients of DEV it and INSTI it are both positive and β 5 is significant. It implies that when a firm"s control right deviates from cash flow right more, it will recognize more asset impairment losses and supports hypothesis H5"s argument. However, the hypothesis about institutional investors" shareholdings is not significant. At last, the coefficient of D it is significantly negative again, this indicates that the financial holding company recognize less asset impairment losses than the nonfinancial-holding financial institution.
To sum up, our results show that the amounts of asset impairment losses are associated with "earnings smoothing" motivation rather than "big bath" motivation.
Findings also show that directors/managers recognize asset impairment losses based on self-interest consideration and corporate governance mechanisms can mitigate such behavior. Results also show that financial holding companies recognize less asset impairment losses than nonfinancial-holding financial institutions. The validity of the conclusion is still hold by using different model specification and is not subject to multicollinearity and outliers effects. Using a sample of Taiwan finance industry, we show that the amounts of asset impairment losses are related to "earnings smoothing" motivation rather than "big bath" motivation. We also find that directors/managers recognize asset impairment losses based on self-interest consideration and corporate governance mechanism have mitigation effect on such impairment decision. The result also shows that the financial holding company recognizes less asset impairment loss than the non-financial-holding financial institution. Our conclusions are robust to different model specification, and are free from multicollinearity and outliers effects.
Discussion and conclusion
There are some future research avenues as follows. First, we focus only on the consequence of a single accounting standard; the overall effect on the quality of financial reporting will be the net consequence of various forces arising from the application of many accounting standards. Second, the value relevance and earnings quality for those finance firms which recognized the asset impairment loss could be investigated in the future. IMP it ：the impairment loss recognized by firm i in year t (reflected as a positive amount) deflated by total assets at the end of period t-1. BATH it ：the proxy for "big bath" reporting, equals to the change in firm i"s pre-write-off earnings from period t-1 to t, divided by total assets at the end of year t-1, when below the median of nonzero negative values of this variable, and 0 otherwise. SMOOTH it ： the proxy for "earnings smoothing" reporting, equasl to the change in firm i"s pre-write-off earnings from period t-1 to t, divided by total assets at the end of year t-1, when above the median of nonzero positive values of this variable, and 0 otherwise.
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MANHOLD it ：the percentage of shares owned by firm i"s managers at the end of year t. DIRHOLD it ： the percentage of shares owned by firm i"s directors at the end of year t. DEV it ：the difference between control rights and cash flow rights, equals to the control stockholder"s control rights minus the control stockholder"s cash flow rights; INSTI it ：the percentage of shares owned by institutional investors at the end of year t. D it ： A dummy variable that equals 1 for financial holding company and 0 otherwise.
ΔSALES it ：the percentage change in firm i"s net sales from period t-1 to t. SIZE it ：the logarithm transformation of firm i"s total assets at the end of year t. BTM it-1 ：firm i"s book to market ratio at the end of year t-1, measured by the ratio of book value of the stockholders" equity to the market value of firm i. ε it ：regression residual. Table 1 for variable definitions. 
